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1 . DURING OUR MEETING THIS MORNING OCT 8 (SEPTELS) 

PRIME MINISTER SOARES EMPHASIZED URGENT GOP NEED FOR 
IMMEDIATE, SHORT-TERM BRIDGING LOAN OF APPROXIMATELY 
$300 MILLION. SUCH A LOAN IS ABSOLUTELY NECESSARY, HE 
STRESSED, TO PREVENT EXHAUSTION OF LIGQUIDITY WHILE GOP 
INTRODUCES NEEDED ECONOMIC REFORMS. 

2. MINISTER OF FINANCE MEDINA CARREIRA HAD EXPRESSED THE 
SAME URGENCY TO ME AND ECON COUNSELOR DURING LUCHEON 
MEETING ON WEDNESDAY, OCTOBER 6. HE ESTIMATED THAT 
CURRENTLY AVAILABLE LIQUID RESERVES WOULD LIKELY BE 
EXHAUSTED BY THE END OF NOVEMBER. GOP HAS NO OTHER 
SOURCE FROM WHICH TO DRAW IN ORDER TO EXTEND ITS 
LIQUIDITY. 

3. COMMENT. GOP CLEARLY FEELS DESPERATELY SQUEEZED 
BY THE DECLINE OF ITS LIQUID RESERVES. HAVING EXHAUSTED 
ITS POTENTIAL EUROPEAN SOURCES, IT APPARNETLY BELIEVES 
THAT USG IS ONLY POTENTIAL CREDITOR CAPABLE OF 
RESPONDING IN AN ADEQUATE, TIMELY MANNER. IT VIEWS 
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ECONOMY BACK TOWARD EQUILIBRIUM. 

4. GOP IS INTRODUCING NEEDED ECONOMIC REFORMS AND 
SEEKING LONGER TERM CREDIT FACILITIES. IT HAS 
ANNOUNCED SEVERAL MAJOR CHANGES IN LABOR LEGISLATION, 
INTRODUCED MEASURES TO RESTRICT NON-ESSENTIAL IMPORTS, 
ALLOWED A FASTER RATE OF PRICE INCREASE, STATED THAT 
WAGE INCREASES WOULD BE MINIMIZED, AND INDICATED 
THAT IT WOULD SEVERELY RESTRICT 1977 BUDGET DEFICIT. 

GOP FEELS IT CANNOT MOVE MORE RAPIDLY WITHOUT SEVERELY 
DISRUPTING COUNTRY'S POLITICAL AND SOCIAL FABRIC. 
SIMULTANEOUSLY, IT HAS BEGUN DISCUSSIONS WITH 
SEVERAL PRIVATE FINANCIAL INSTITUTIONS WITH A VIEW 
TO OBTAINING A SIGNIFICANT CONSORTIUM CREDIT. GOP HAS 
ALSO HAD PRELIMINARY DISCUSSIONS WITH IMF. IT 
RECOGNIZES, HOWEVER, THAT IMF CANNOT PROVIDE 
SUFFICIENT CREDIT TO MEET ITS NEEDS. USG LOAN, 

THEREFORE, CANNOT BE PREMISED ON REPAYMENT FROM 
SUBSEQUENT IMF LOAN. USG LOAN CAN BE RELATED TO 
PORTUGAL’S CONCLUDING STANDBY ARRANGEMENT, BUT RE- 
PAYMENT WOULD HAVE TO COME FROM LARGE PRIVATE SECTOR 
CREDIT IN EARLY 1977. 

5. I CONCUR WITH PRIME MINISTER SOARES AND FINANCE 
MINISTER MEDINA CARREIRA THAT EXHAUSTION OF GOP 
LIQUIDITY RESERVES END OF NOVEMBER WOULD CAUSE SEVERE 
ECONOMIC SHOCK. IMPOSED, ABRUPT REDUCTION IN 
CONSUMPTION WOULD HAVE SERIOUS, UNFORESEEABLE CON- 
SEQUENCES FOR PORTUGAL'S WEAK POLITICAL STRUCTURE. WE 
WOULD RUN THE RISK OF REVERSING THE POLITICAL GAINS 
ACHIEVED DURING THE PAST YEAR. 

CARLUCCI 

NOTE BY OC/T: DISTRIBUTION COORDINATED WITH MR. MACK, S/S-O. 
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